
Buying a car? You also may be encouraged to buy an auto 
service contract to help protect against unexpected, costly 
repairs. While it may sound like a good idea, don't buy in until 
you understand both the terms of the contract and who is 
responsible for providing the coverage. 
 
A service contract is a promise to perform (or pay for) certain 
repairs or services. Sometimes called an "extended 
warranty," a service contract is not a warranty as defined by 
federal law. A service contract may be arranged at any time 
and always costs extra; a warranty comes with a new car and 
is included in the original price. 
 
The separate and additional cost distinguishes a service 
contract from a warranty.  
 
THE TERMS – COST - COVERAGE 
 
Before deciding whether to buy an auto service contract, ask 
these questions: 
 
Does the service contract duplicate any warranty 
coverage? 
 
Compare service contracts with the manufacturer's warranty 
before you buy. New cars come with a manufacturer's 
warranty, which usually offers coverage for at least one year 
or 12,000 miles, whichever comes first. Even used cars may 
come with some type of coverage. 
 
You may decide to buy a "demonstrator" model — a car that 
has never been sold to a retail customer but has been driven 
for purposes other than test drives. If so, ask when warranty 
coverage begins and ends. Does it date from when you 
purchase the car or when the dealer first put the car into 
service? 
 
Who backs the service contract?  
 
Ask who performs or pays for repairs under the terms of the 
service contract. It may be the manufacturer, the dealer, or 
an independent company. 
 
Find out if the auto service contract is underwritten by an 
insurance company. In some states, this is required. If the 
contract is backed by an insurance company, contact your 
State Insurance Commission to ask about the solvency of the 
company and whether any complaints have been filed. 
 
 

How much does the auto service contract cost?  
 
Usually, the price of the service contract is based on the car 
make, model, condition (new or used), coverage, and length 
of contract. The upfront cost can range from several hundred 
dollars to more than $1,000. 
 
In addition to the initial charge, you may need to pay a 
deductible each time your car is serviced or repaired. Under 
some service contracts, you pay one charge per visit for 
repairs — no matter how many. Other contracts require a 
deductible for each unrelated repair.  
 
You also may need to pay transfer or cancellation fees if you 
sell your car or end the contract. Often, contracts limit the 
amount paid for towing or related rental car expenses. 
 
What is covered and not covered? 
 
Few auto service contracts cover all repairs. Indeed, common 
repairs for parts like brakes and clutches generally are not 
included in service contracts.  
 
If an item isn't listed, assume it's not covered.  
 
Watch out for absolute exclusions that deny coverage for any 
reason.  For example:  If a covered part is damaged by a 
non-covered component, the claim may be denied.  If the 
contract specified that only “mechanical breakdowns” will be 
covered; problems caused by “normal wear and tear” may be 
excluded. 
 
How are claims handled? 
 
When your car needs to be repaired or serviced, you may be 
able to choose among several service dealers or authorized 
repair centers. Or, you may be required to return the vehicle 
to the selling dealer for service. That could be inconvenient if 
you bought the car from a dealership in another town.  
 
Find out if your car will be covered if it breaks down while 
you're using it on a trip or if you take it when you move out of 
town. Some auto service contract companies and dealers 
offer service only in specific geographical areas. 
 
Find out if you need prior authorization from the contract 
provider for any repair work or towing services. Be sure to 
ask how long it takes to get authorization; whether you can 
get authorization outside of normal business hours; and 

whether the company has a toll- free number for 
authorization.  
 
You may have to pay for covered repairs and then wait for 
the service company to reimburse you. If the auto service 
contract doesn't specify how long reimbursement usually 
takes, ask. Find out who settles claims in case you have a 
dispute with the service contract provider and need to use a 
dispute resolution program.  
 
What are your responsibilities?  
 
Under the contract, you may have to follow all the 
manufacturer's recommendations for routine maintenance, 
such as oil and spark plug changes. Failure to do so could 
void the contract. To prove you have maintained the car 
properly, keep detailed records, including receipts.  
 
Find out if the contract prohibits you from taking the car to an 
independent station for routine maintenance or performing 
the work yourself. The contract may specify that the selling 
dealer is the only authorized facility for servicing the car.  
 
What is the length of the service contract?  
 
If the service contract lasts longer than you expect to own the 
car, find out if it can be transferred when you sell the car, 
whether there's a fee, or if a shorter contract is available. 
 
USED CARS: WARRANTY PROTECTION 
 
When shopping for a used car, look for a Buyer's Guide 
sticker posted on the car's side window. This sticker is 
required by the Federal Trade Commission on all used cars 
sold by dealers. It tells whether a service contract is 
available. It also indicates whether the vehicle is being sold 
with a warranty, with implied warranties only, or "as is."  
 
Warranty… If the manufacturer's warranty is still in effect on 
the used car, you may have to pay a fee to obtain coverage, 
making it a service contract. However, if the dealer absorbs 
the cost of the manufacturer's fee, the coverage is 
considered a warranty.  
  
Implied Warranties Only… There are two common types of 
implied warranties. Both are unspoken and unwritten and 
based on the principle that the seller stands behind the 
product. Under a "warranty of merchantability," the seller 
promises the product will do what it is supposed to do. For 
example, a toaster will toast, a car will run. If the car doesn't 



run, implied-warranties law says that the dealer must fix it 
(unless it was sold "as is") so that the buyer gets a working 
car. A "warranty of fitness for a particular purpose" applies 
when you buy a vehicle on a dealer's advice that it is suitable 
for a certain use, like hauling a trailer. Used cars usually are 
covered by implied warranties under state law.  
  
As Is - No Warranty… If you buy a car "as is," you must pay 
for all repairs, even if the car breaks down on the way home 
from the dealership. However, if you buy a dealer-service 
contract within 90 days of buying the used car, state law 
"implied warranties" may give you additional rights.  
 
Some states prohibit "as is" sales on most or all used cars. 
Other states require the use of specific words to disclaim 
implied warranties. In addition, some states have used car 
"lemon laws" under which a consumer can receive a refund 
or replacement if the vehicle is seriously defective. To find 
out about your state laws, check with your local or state 
consumer protection office or attorney general.  
 

OTHER TIPS 
 
If you're told you must purchase an auto service contract to 
qualify for financing, contact the lender yourself to find out if 
this is true. Some consumers have had trouble canceling 
their service contract after discovering the lender didn't 
require one. 
 
If you decide to buy a service contract through a car 
dealership — and the contract is backed by an administrator 
and/or a third party — make sure the dealer forwards your 
payment and gives you written confirmation. Some 
consumers have discovered too late that the dealer failed to 
forward their payment, leaving them with no coverage 
months after they signed a contract. Contact your local or 
state consumer protection office if you have reason to believe 
that your contract wasn't put into effect as agreed. 
 
 COMPLAINTS 
 
To report contract problems with a service provider, contact 
your local and state consumer protection agencies, including 
the state insurance commissioner and state attorney general. 
If you need help resolving a dispute, contact the Better 
Business Bureau, the state attorney general, or the consumer 
protection office in your area. Also, contact law schools in 
your area and ask if they have dispute resolution programs. 
 

You also can contact the Federal Trade Commission. Write: 
Consumer Response Center, Federal Trade Commission, 
Washington, DC 20580. Although the FTC generally does not 
intervene in individual disputes, the information you provide 
may indicate a pattern of possible law violations requiring 
action by the Commission. 
  
  @   @   @   @   @   @   @   @   @ 
 
The Indiana Department of Financial Institutions, Division of 
Consumer Credit has many other credit related brochures 
available, such as: 

 
Answers to Credit Problems 
Applying for Credit 
At Home Shopping Rights  
Bankruptcy Facts 
Buried in Debt 
Car Financing Scams 
Charge Card Fraud 
Choosing A Credit Card 
Co-Signing 
Credit and Divorce 
Credit and Older Consumers  
Deep in Debt? 
Equal Credit Opportunity 
Fair Credit Reporting 
Fair Debt Collection 
Gold Cards  
Hang up on Fraud 
High Rate Mortgages  
Home Equity Credit Lines  
How to Avoid Bankruptcy 
Indiana Uniform Consumer Credit Code  
Look Before you Lease 
Mortgage Loans  
Repossession 
Reverse Mortgage Loans  
Rule of 78s – What is it? 
Scoring for Credit 
Shopping for Credit 
Using Credit Cards  
Variable Rate Credit 
What is a Budget? 
What is the DFI? 

 
Call our toll-free number or write to the address on the cover for 
a copy of any of the brochures listed or for further consumer 
credit information.   
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